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Abstract 
Monetary shocks are proposed as a means of economic control in the world's economic systems. The exchange rate and its 
changes, as one of the macroeconomic variables and the price of foreign currency in the domestic currency, have a significant 
effect on other macroeconomic variables such as inflation, production, exports, imports, balance of payments and so on. Vast 
changes in exchange rates can affect the country's macroeconomic variables by affecting the supply and demand of the economy. 
Thus, according to the proposed issues, this study intends to use the 18-year experience of inflation targeting framework adopted 
by industrial and developing countries so as to investigate the relationship between monetary shocks on the real exchange rate 
and the trade balance in some of these countries. The results of the extended torque models' estimates for developed countries 
indicate that the real exchange rate stabilization policy and trade expansion and trade balance improvement in the studied 
developed countries have been studied and is a function of the stabile and long-term  macro-economic policies and has been 
properly implemented. The results also showed a positive relationship between gross domestic production and the real exchange 
rate and existence of a liquidity shock and inflation increases the real exchange rate in the countries studied in the research. 
Results in developing countries also show that liquidity and rising prices and inflation do not move in a same direction. 
© 2015 The Authors. Published by Elsevier B.V. 
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1. Introduction 
Monetary shocks are proposed as a means of economic control in the world's economic systems. Proper 
understanding of how these shocks affect the economic system is a good guidance to determine the appropriate 
policies to influence other macroeconomic variables. To implement a successful monetary policy, the monetary 
authorities are required to properly evaluate the time and the impact of these policies on economic variables. To this 
end, understanding economic conditions at the time of implementing the monetary policy is of particular importance. 
The exchange rate and its changes, as one of the macroeconomic variables and the price of foreign currency in the 
domestic currency, have a significant effect on other macroeconomic variables such as inflation, production, exports, 
imports, balance of payments and so on. Vast changes in exchange rates can affect the country's macroeconomic 
variables by affecting the supply and demand of the economy. If the exchange rate is set properly, it can have a 
positive effect on the balance of payments and strengthening the country's external competitiveness and conversely, 
inappropriate regulation can cause the reduction of economic efficiency, the misallocation of economic resources, 
the loss of international reserves, weakening production incentives in agriculture and industry and severe 
macroeconomic imbalances. It is clear that each of these results alone or in community can at least halt, if not defeat, 
countries' economic development program. Therefore, the appropriate rate of exchange in any country, whether 
developed or developing, is of particular importance. 
In most developing countries, according to their unconventional and irregular structure, the effects of monetary 
shocks on real and nominal variables are not completely known and despite various theories and schools, adaption 
of the effects of monetary policy of these countries with different views needs accurate studies. In general, 
acceptance of the government's financial performance and limitation of the role of money only in support of the 
financial measures in this group of countries affects the importance of knowing about the influence of money in the 
economy; in other words, monetary policy are only marginally raised in the economy and changes in the quantity of 
money, as the most important demand-side policy, is heavily influenced by exogenous factors such as the deficit, the 
volatility of oil-related income (oil-producing developing countries), and others with the help of monetary policy. 
Different monetary policies and methods such exchange rate targeting, money targeting, and inflations targeting are 
employed by different countries in order to prevent problems and prevent inflation and also in order to achieve the 
mentioned goal to guide and lead their monetary policy. Inflation targeting is the latest monetary system that has 
become popular in recent years and is a framework for conducting monetary policy. This system, in the first step, 
was limited to industrialized countries and New Zealand, Canada, the UK and Sweden adopted this system in the 
early 1990s. In most cases, adoption of this framework was a reaction to problems faced by these countries in 
implementing monetary policy based on the implementation of a fixed exchange rate or as an objective, but since 
the late 1990s, a significant number of developing countries also officially accepted inflation targeting as a nominal 
anchor. 
Under inflation targeting, low and stable inflation is explicitly and directly targeted as the main objective of 
monetary policy. Although other goals such as full employment or low fluctuations in the exchange rate can also be 
pursued as a secondary objective, but the problem is that other frameworks of monetary policy are trying to 
indirectly affect inflation by targeting exchange rate or considering inflation as just one of the goals of monetary 
policy. To implement the policy of inflation targeting in the first place, a method for predicting future inflation is 
essential, then as a framework for monetary policy, inflation rate for the next periods should be targeted and 
monetary policy instruments according to inflationary pressures should be determined explicitly. Thus, according to 
the proposed issues, this study intends to use the 18-year experience of inflation targeting framework adopted by 
industrial and developing countries, so as to investigate the relationship between monetary shocks on the real 
exchange rate and the trade balance, with an emphasis on inflations targeting in some of these countries. 
2. Literature Review 
Each country and each economic system has certain economic goals and is working to get them. In most 
advanced industrial and developing countries, the goal of most governments is full employment and fight against 
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inflation. Monetary policy is one of the most important ways of government intervention in the macroeconomic 
path. This policy is one of the appropriate tools at the disposal of economic policy-makers and its impact on 
economic variables is sometimes unexpected and unwanted. In international economic literature, the balance of 
foreign payments is considered as one of the most extensive metrics and measure of the flow of trade and capital 
transfer is in an open economy. According to Haberler (1995), foreign trade of any country is one of the major 
sectors of the economy and plays an important role in determining the fate and future of the country. However, the 
interaction between trade balance deficit and macroeconomic variables such as exchange rate has added to the 
complexity of the relevant studies. The real exchange rate in each country is undoubtedly one of the basic indicators 
of determining the degree of international competition and explaining the internal situation in the country. Turmoil 
and volatility in the performance of this index indicates an imbalance in the economy on the one hand, and on the 
other hand, it is due to further instability and leads to disastrous consequences. Changes in the context of production 
and investment, changes in internal and external markets' status, and being affected by foreign trade (exports and 
imports) can all be consequences of this issue. 
With the emergence of severe inflationary pressures in the 1970s, price stability became the basic objective of 
economic policy. Investigating the nature and causes of inflation has always been considered sue to its effects on 
people's life and other macroeconomic variables such as production, exchange rates, investment and employment. 
Inflation is the result of the interaction of two factors of supply-side cost pressure and demand-side demand 
attraction or in general, inflation is the result of two main factors of supply-side shocks and demand-side shocks. 
With the increase in production cost, including increasing wages, rising prices of factors of production, on the 
supply side, cost pressure is created that leads to soaring price of manufactured goods. On the demand side, due to 
money market yield and imbalance money supply and demand in the money market, nominal money demand is 
increased and thus, prices increase. Therefore, the impact of inflation targeting policy, as the framework for the 
implementation of monetary policy, can be expressed in two theories. 
2.1. The effect of monetary policy of inflation targeting on trade balance and exchange rate 
J curve theory can be used to investigate the effect of monetary policy on trade balance and exchange rate; in this 
way, the period under investigation is divided into three periods of short term, middle term, and long term and then 
the effect of implementing policy is investigated. According to this theory, when the value of the national currency 
is reduced, in this case, the impact of this policy on the current account balance during the period under study would 
be so that in a very short period of time, the policy leads to deterioration of the current account balance. The reasons 
is that price elasticity of demand for imports and exports in a very short period of time is so small and in simple 
terms, when a person understands that his desired item at the market is expensive, he cannot immediately reduce the 
amount of his purchase, but with the pass of time he gradually adapts to the new situation. This theory is known as j 
curve in economic literature. Maggie (1973) was the first person who gave such an interpretation. He interpreted the 
phenomenon in this way: after the real weakening of the domestic currency, the volume of exports and imports will 
not change a lot, because import and export contracts are usually signed for the next few months. The real 
weakening causes predetermined level of imports and the domestic currency to be more expensive. Hence, the value 
of imports is increased, while the value and volume of exports do not change and as a result, trade balance will 
deteriorate quickly after the real weakening. But over time, both producers and consumers will react quickly and 
values start to be adjusted based on the relative price of domestic goods and thus, the status of trade balance will be 
improved. The reaction of trade balance over time reveals a J-shaped curve. A hypothesis that is implicitly 
considered in this context is that elasticity in the short-term is low enough and high enough in the long term or the 
Marshall-Lerner condition is established in the long term. Kruger believes that J phenomenon is caused by the 
weakness that when changing exchange rate, many goods that are in the import stage are purchased with 
contractions and the completion of the transaction causes short-term changes in the trade balance and in fact, trade 
balance is worsening. In fact, he argues, a bunch of contracts to export and import are signed before the devaluation 
of money. Thus, with the devaluation of money, we are not able to change them and therefore, the cost of imported 
goods is increase and export earnings are reduced and trade balance is worsened. According to the theory of real 
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effective exchange rate, there is an important link between the real effective exchange rate and the current account 
of countries. That is, it has empirically been evident that the real weakening of the domestic currency (an increase in 
the real effective exchange rate) immediately worsens the current account status and then after a few months, the 
situation is improved. Empirical evidence suggests that the J-shaped curve takes more than 6 months.(Fig 1). But if 
the transition of weakening the exchange rate to domestic prices takes a long time, initial worsening of current 
account's status does not happen all at once, but rather occurs gradually (Krugman 1987). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Fig 1. J-shaped curve of the effect of monetary policy with inflation targeting on trade balance 
Goodness Aye and Rangan Gupta (2012) conducted a study and investigated the effect of monetary policy on 
production in India and concluded that positive and negative monetary shocks have uneven and unsteady effects on 
production in this country. Angers and Aristos (2008) conducted a study on OECD member countries on the 
adoption of inflation targeting policy by "intervention analysis" method and concluded that in countries that adopt 
targeting policy, average inflation declined when the policy was implemented, and adopting this policy helped to 
stabilize inflation.  
Meshkin (2008) showed that the policy of inflation targeting is used as a successful monetary policy strategy in 
emerging markets of countries and improves the functioning of the monetary policy in developed countries. Kuzin 
and Tober (2004) studied the asymmetric effect of monetary policy in Germany using data from 70 seasons ending 
in the first season of 2003 and concluded that Germany's economy is more sensitive to the reduction of interest 
rather than its increase. They also used Markov switching models and two different regimes of the effectiveness of 
monetary policy were obtained, which shows that the effects of monetary policy during the depression was 
significantly higher than during the boom.  
Brown and Yücel (2002) in addition to accepting the impact of changes in oil prices as supply side shocks on the 
economies of oil-importing countries concluded that the increase in oil prices as an important factor in production, 
with increased costs and reduced productivity leads to the creation of economic cycles and affects inflation, 
employment and investment. 
Ravn and Sola (2002) investigated the asymmetric effects of monetary policy on the activity of the whole 
economy of the US using seasonal data after the war and studies the effect of positive and negative shocks and small 
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and big monetary policy shocks on production using regime switching models. Results of their study show that only 
small negative monetary policy shocks have real effects on production. 
3. Methodology and Data 
As mentioned in the introduction and review of literature, we are looking to investigate the asymmetric effects of 
monetary shocks on the exchange rate and the trade balance, with an emphasis on inflation targeting in developing 
and developed countries. For this purpose, we first need to know the positive and negative impact of monetary 
shocks on the economy of these countries so as to be able to use them in estimating the main model of the study. In 
this study, EGARCH (exponential GHARCH) model proposed by Nelson (1991) is used to obtain monetary shocks. 
One of the major limitations of ARCH and GARCH model is that they are symmetrical, which means that the 
effects of negative and positive shocks with an equal magnitude are considered the same on the fluctuations; while 
the volatility of the series do not show the same reaction to the type of news (positive and negative shocks). Thus, an 
asymmetric model is required to fix the problem and to analyze the behavior of a series of fluctuation (Verbeek, 
2005). 
After obtaining the effect of monetary shocks, dynamic panel model of Arellano and Baver (two-step GMM) has 
been used to assess the level of this effect on the exchange rate and the trade balance. For this study, a sample of 10 
developed countries including Australia, Canada, New Zealand, Norway, Sweden, Switzerland, Israel, England, 
Japan, Iceland and 15 developing countries including Nigeria, Brazil, Moldova, Poland, Iran, Romania, Russia, 
Turkey, Mexico, Belarus, Colombia, Azerbaijan, Indonesia, Pakistan and Sri Lanka for the period of 2003-2013 
have been used. Data on all the variables have been extracted from the World Development Indicators (WDI). (In 
the meantime, according to the ranking of countries by the World Bank in 2014, developed and developing countries 
have been selected and selection of inflation targeting countries has been done according to the latest IMF report 
presented in 2014 and Iran is the only country among the developing countries where inflation targeting is not done, 
but it will do in a long-term time horizon). The model is introduced as follows for developed and developing 
countries.(Equations 1,2) 
 
RERit = M0 + αitRERit-1 +α2i
 it + α3i ܫܰܨ it + α4i ݏit + εit                                (1) 
 
TBit = M0 + α1iTBit-1 +α2i ܫܰܨ it + α3iݏit + α4iRER2it + εit                                     (2) 
 
TB: Trade balance that is entered into the model by dividing exports over imports (% Of GDP). 
 GDP: Real gross domestic production. 
INF: Inflation rate (consumer prices (annual %)) 
MS: Monetary shock; the effect of shocks was calculated and entered into the model in the form of liquidity 
volume and using EGHARCH model for 25 developed and developing inflation targeting countries. 
RER: Real exchange rate; it is calculated for 25 countries as follows: 
 
)3( 
 
 
 
NER: Nominal exchange rate. 
P*: Price index of producer in the foreign country. 
P: Price index of producer in the domestic country. 
P
(NER.P*) 
 =RER
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4. Empirical results 
4.1. Results of estimating EGHARCH model 
After conducting the unit root and co-integration tests, the effect of monetary shocks is investigated using 
EGARCH model. The results show that the effect of positive shocks on the economy of developing countries is 
more than the effect of negative monetary shocks and the effect of negative monetary shocks is more than positive 
shocks in developed countries. Theoretically, asymmetric effects of monetary policy are explained on the basis of 
price stickiness and asymmetric information. If prices have less downward flexibility, monetary policy will have 
asymmetric effects on real production. Keynesian asymmetry implies that positive shocks in the money supply are 
neutral, while negative shocks have real effects. These results can be explained by the downward sticky wages and 
its upward flexibility and also rationing of demand.(Table 1) 
 
Table 1. the results of estimating EGHARCH model 
Conditional mean equation 
VARIABLES Developed Developing 
M2 Shock M2 Shock 
a0 7/50** 8/21** 
ɏt-1 5/15** 6/14** 
Conditional variance equation ሺܮ݊ߪ௧ଶሻ 
ߙ଴ 5/64** 2/64** 
ܮ݊ߪ௧ିଵଶ  5/50** 4/04** 
ݑ̴ሺݐ െ ͳሻȀξሺߪ̴ሺݐ െ ͳሻ̰ʹሻ  -8/465** 6/986*** 
ȁᇻݑ̴ሺݐ െ ͳሻᇺȁᇺȀξሺߪ̴ሺݐ െ ͳሻ̰ʹሻ 4/863** 7/680** 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
4.2. Estimating models and interpreting results 
Table 2 represents the results of model estimation using GMM method for developed countries. 
                 Table 2: the results of model estimation using GMM method for developed countries 
Second model: trade balance as dependent variable First model: real exchange rate as dependent variable 
The value of test statistics and sig. 
level 
Variable The value of test statistics and 
sig. level 
Variable 
0/489794 
(0/0000) 
TB (-1) 0/694574 
(0/0000) 
RER (-1) 
 
0/007760 
(0/0000) 
RER 0/145221 
(0/0001) 
GDP 
 
-0/005221 INF 0/011666 MS 
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(0/0008) (0/0000) 
0/001166 
(0/0000) 
MS 1/380634 
(0/0000) 
INF 
 
Instrument  Rank= 4.587325 
J-Statistic=0.597720 
Sargan- Test=10 
Instrument  Rank= 6.080624 
J-Statistic=0.414219 
Sargan- Test=10 
 
The results of the estimation of extended torque model for developed countries, in which the real exchange rate in 
the first model and the trade balance in the second model are considered as the dependent variable, indicate that the 
coefficients of all the variables in the long run are as expected and consistent with the theoretical foundations of this 
issue. The positive sign of the lag amount of the dependent variable in both models shows that the real exchange rate 
stabilization policy and trade balance improvement in developed countries under study is a function of stable and 
long-term macroeconomic policies and has been properly implemented. The results showed a positive relationship 
between GDP and the real exchange rate and the existence of a liquidity shock and inflation leads to an increase in 
the real exchange rate in the countries studied in the research. The more important issue is investigating the effect of 
positive and negative shocks on the real exchange rate and the trade balance indices; the occurrence of any shock 
(positive or negative) can change government's performance in the domestic and international scenes and the use of 
applicable policies. Positive shocks increase real value of domestic money and this in turn, leads to a decrease in 
real exchange rate and worsening of countries' trade balance and negative shocks in liquidity volume decrease the 
real value of domestic money, increase real exchange rate and improve their trade balance. Table 2 of liquidity 
shock indicates that the negative shocks affecting the liquidity volume in developed countries under study reduce the 
real value of the domestic currency and increase the real exchange rate that it enhances competitiveness of domestic 
manufacturers against foreign competitors in domestic and foreign markets and consequently boost production and 
employment in their economy and achieving these results for these countries is not much unexpected. Inflation 
targeting is another important issue that these countries have paid great attention. In inflation targeting, forecasting 
inflation and other macroeconomic variables is like a landmark for the policy maker that already defines inflationary 
pressures. Since wage contracts and important prices that are indexed according to past inflation tend to be sticky, 
the impact of monetary policy on inflation is generally associated with a lag. In practice, inflation targeting requires 
the adjustment of monetary policy tools in response to new information, in order to restore the object in the direction 
that demands the real economy and improvement of the credibility of monetary policy. By looking at the table of 
inflation targeting countries Table 3 and history of these countries in the implementation of these policies, it is quite 
clear that negative shocks of money and inflation have acted consistent with the view of the quantity theory of 
money (monetary theory of inflation) that argues that, growth of the volume of money increase the level of prices to 
the same extent. Negative shocks in liquidity decrease the price level and all these factors causes an increase in the 
real exchange rate that is quite consistent with theoretical arguments in this context. 
   Table 3.A list of inflation targeting developed and developing countries 
Current targeted inflation (in percentage) Countries' names Current targeted inflation (in percentage) Countries' names 
2/00% - 3/00% Australia +2/-1 Switzerland 
2/0% +/-1/0% Canada 5/00% - 6/00% Azerbaijan 
2/50% Iceland 11/00% Belarus 
1/00% - 3/00% Israel 4/5% +/-2/0% Brazil 
2/00% Japan 3/00% +/-1/0% Colombia 
2/00% +/-1/0% New Zealand 4/5% +/-1/0% Indonesia 
2/50% Norway 8/00% Pakistan 
2/00% Sweden 4/0% - 6/0% Sri Lanka 
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3/00% +/-1/0% Mexico 2/5% +/-1/0% Romania 
6/00% - 9/00% Nigeria 5/00% +/-1/5% Moldova 
+2/-1 England 2/5% +/-1/0% Poland 
5% Russia 5/00% Turkey 
 
Developed countries have started their inflation targeting policy from 1990-2000 and developing countries have 
implemented this policy in the early 2000s and their targeted policy must be achieved up to 2016-2020.(Fig 2) 
 
Fig 2. graphical trend of inflation targeting policy in selected developed countries 
It can be seen that most developed countries have been successful in implementing inflation targeting and 
inflation rate in these countries in 2014 is in the range of 1-5%. 
But the results of estimating the extended torque models for developed countries in the second model in which the 
trade balance is considered as the dependent variable is fully expected and consistent with previous studies in this 
field. The results of estimation show that there is a positive relationship between trade balance and the real exchange 
rate and according to the theoretical arguments of this subject, it can be interpreted that businessmen and merchants 
of these countries have signed import contracts in a way that exchange rate changes have little effect on import 
costs. 
 Exchange rate in the long term decreases by increasing the exchange rate of imports' volume in response to 
rising import prices and exports' volume increases in reaction to decrease in prices in foreign currency; so that, the 
increase of exchange rate improves trade balance. Given the positive correlation between these two indices and the 
effect of currency depreciation on the relative prices of exports and imports of the country, exports are encouraged 
and imports are limited and thus the trade balance is improved.(Table 4) 
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                  Table 4. the results of model estimation using GMM method for developing countries 
Second model: trade balance as dependent variable First model: real exchange rate as dependent variable 
The value of test statistics and sig. 
level 
Variable The value of test statistics and 
sig. level 
Variable 
0/397533 
(0/0002) 
TB (-1) 0/514178 
(0/0000) 
RER (-1) 
 
-0/000103 
(0/0072) 
RER 4/540413 
(0/0000) 
GDP 
 
0/002556 
(0/0403) 
INF -2/114507 
(0/0000) 
MS 
 
0/003163 
(0/0046) 
MS 24/66597 
(0/0000) 
INF 
 
Instrument  Rank= 15.97901 
J-Statistic=0.454427 
Sargan- Test=20 
Instrument  Rank= 18.01430 
J-Statistic=0.323060 
Sargan- Test=20 
 
The results of the estimation of extended torque model for developing countries, in which the real exchange rate 
in the first model and the trade balance in the second model are considered as the dependent variable, indicate the 
negative relationship between GDP, liquidity shock and real exchange rate. The results also showed that liquidity 
and increase in price level and inflation are not in a same direction in developing countries. The most important 
factors in reduction of GDP include: significant increase in inflation rate, implementation of Contractionary 
monetary and financial policy to curb inflation, reduction of competitive power of domestic producers against 
foreign producers in domestic and foreign markets due to reduction of real exchange rate and increase in imports 
and finally occurrence of the global financial and economic crisis and its recessionary effect on developing 
countries' economy. Inflation rate suggests that the dominant factor in changes in inflation rates is changes in the 
rate of money growth and liquidity. 
 Accordingly, restricting the growth of money and its stabilization is the most important issue in controlling 
inflation. Given the dominance of government's financial policies on monetary policy of central bank, control of 
money growth needs to be accompanied by fiscal policy in controlling government spending. Although changes in 
money growth and liquidity in short terms can have considerable effects on real economic variables such as 
production and employment, but in the medium and long term, changes in money growth and liquidity will mainly 
affect inflation and its effect on employment and GDP will be negligible. Given the short-term and long-term effects 
of change in liquidity growth on economic performance, it seems that stabilizing and limiting liquidity growth can 
play an important role in controlling inflation and economic stabilization. Results of table 2 show the occurrence of 
positive shocks affecting the liquidity in developing countries that results in the increase in the real value of the 
domestic currency and the decline in the real exchange rate, which reduces the competitiveness of domestic 
producers against foreign competitors in domestic and foreign markets and consequently, weakening of production 
and employment in the economy of these countries and the results of the first and second model are quite rational. 
However, the results of the second model show that liquidity shocks and inflation move in the same direction over 
time and this is predictable given targeting inflations reduction in developing countries and their low history in 
implementing this policy.Fig 3 showes graphical trend of inflation targeting policy for selected developing 
countries. 
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Fig 3. graphical trend of inflation targeting policy for selected developing countries 
Most of the selected developing countries were faced with high inflation rate in the beginning years of inflation 
targeting policy, but by looking at the graphical trend and table 3, it is seen that these countries, except Iran, have 
been closed to the targeted inflation rate in 2014. Inflation targeting policy in Iran is faced with great fluctuations 
due to problems of monetary and good market and uncertainty about the economic future and sanction; however, 
short-term targeting policy and achieving an inflation rate of below 15% has been implemented this year, but it is 
temporary. 
Sargan test is used to assess the validity of the tools' matrix. In this test, the null hypothesis shows the lack of 
correlation among instrumental variables and disturbing components. According to the results of this test, two 
methods can be used: calculated Chi square is less than table's chi-square with degrees of freedom, rank of 
instrumental variables minus the number of variables estimated in the model, our P-value in this test, both for 
developed countries and developing countries is more than 0/05, thus, the null hypothesis is confirmed and it 
indicates the lack of correlation between the instrumental variables and disturbing components. 
5. Conclusion 
The monetary policy pursues several goals; one of the most important goals is helping to stabilize the economy. 
The traditional interpretation of this point is that when the economy goes into recession, it goes toward the boom by 
monetary policy and conversely, when it is in inflation, economic activities are limited by appropriate monetary 
policy. In such circumstances, to deal with the problem of long delays, the monetary authorities should make 
decisions not on the basis of the current situation but also on the basis of the future economic situation. This issue 
has difficulties given the problem of predicting economic phenomena. On the other hand, experience shows that 
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monetary policy time delays are variable. In other words, there is no certainty about the duration of these delays. 
Monetary shocks are proposed as a means of economic control in the world's economic systems. Proper 
understanding of how these shocks affect the economic system is a good guidance to determine the appropriate 
policies to influence other macroeconomic variables. Therefore, according to the results of the model estimation, it 
is suggested that: 
x Creating economic security and a secure environment for investment, expansion and diversification of markets 
and financial institutions (Stock Exchange market, investment companies, private pension funds' activity), 
moving towards an open economy and using foreign investment and creating changes in regulation of the capital 
market for the purpose of clarity and stability to increase savings and investment can set the stage for economic 
growth in developing countries. 
x Exchange rate plays a dual role in the economy of a country. Increasing exchange rate (devaluation f national 
currency) improves the country's competitiveness in foreign markets and develops the country's exports and so 
will have a positive effect on trade balance. This would increase the level of price and thus inflation if export 
promotion is not possible. Therefore, consideration and adoption of fiscal and monetary policies as well as 
special attention to the issue of exchange rate stability in developing countries should be especially considered by 
government. 
x Considering that the inflation of imported goods directly affects increase of domestic inflation, all should be 
serious in order to further reduce import dependence and move towards a free economy that could reduce 
inflation. 
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